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RECOMMENDATION 


The  Montana  Legislative  Council  recommends: 

1.       That    the    43rd   Legislative   Assembly    consider    legisla 
tion   regulating  placement   of  power   plant   sites    and 
associated  facilities,    railroad   tracks   and  pipe- 
lines;   and   that    the    environmental    impact   of  such 
placements   be   considered  as   a    maQor   factor. 


IV 


The  following  subcommittee  recommendations  were  not  approved  by 
the  Legislative  Council: 

1.  That  the  Commission  be  provided  with  hearing  examiners. 
The  function  of  the  examiners  would  be  to  receive 
testimony  and  evidence  in  cases  involving  new  motor 
carrier  operators,  hearing  complaints  on  discrimina- 
tory rates,  bad  service  or  unsanitary  railroad  facili- 
ties and  hearings  on  the  discontinuance  of  service. 
The  examiners  would  then  submit  their  findings  and 
recommendations  to  the  Commission  who,  in  turn,  ren- 
ders a  decision  on  the  matter.   (This  recommendation 
failed  to  receive  the  required  nine  Council  votes 
needed  to  approve  it.) 

2 .  That  the  Montana  Motor  Carrier  Act  be  brought  into 
accordance  with  the  various  ICC  regulations  and 
strict  enforcement  procedures  be  established.   (This 
recommendation  failed  to  receive  the  required  nine 
Council  votes  needed  to  approve  it.) 

3.  That  sewage  district  regulation  be  brought  within 

the  jurisdiction  of  the  Commission.  (This  recommenda- 
tion failed  to  receive  the  required  nine  Council  votes 
needed  to  approve  it.) 

4.  That  the  three-man  elected  Commission  be  elected  from 
three  districts  of  the  state  divided  on  the  basis  of 
population  and  each  commissioner  must  be  a  resident 
of  the  district  from  which  he  is  elected.   (This 
recommendation  failed  to  receive  the  required  nine 
Council  votes  needed  to  approve  it.) 


V 


SENATE  RESOLUTION  NO.  25 


A    RESOLUTION  OF  THE  SENATE  OF  THE  STATE  OF  MONTANA  REQUESTING 
THAT  THE  LEGISLATIVE  COUNCIL  STUDY  THE  RAILROAD  COMMISSION,  EX 
OFFICIO  THE  PUBLIC  SERVICE  COMMISSION,  AND  SUBMIT  A  WRITTEN 
REPORT  TO  THE  FORTY-THIRD  LEGISLATIVE  ASSEMBLY. 


WHEREAS,  the  legislature  established  the  railroad  commission 
in  190  7;  and 

WHEREAS,  the  legislature  established  the  public  utilities 
commission  in  1913,  and  declared  the  board  of  railroad  commissioners 
to  be  ex  officio  the  public  service  commission;  and 

WHEREAS,  the  railroad  commission,  ex  officio  public  service 
commission,  has  been  reviewed  by  a  legislative  subcommittee  of 
legislative  government  for  the  past  two  years;  and 

WHEREAS,  extensive  findings  were  reported  on  by  this  sub- 
committee to  the  forty-second  legislature;  and 

WHEREAS,  it  was  the  recommendation  of  this  subcommittee  to 
make  further  study  of  the  operations  and  rate-making  procedures 
of  the  railroad  commission  and  modern  methods  of  operation  of 
public  service  commissions  in  other  states;  and 

WHEREAS,  the  railroad  and  public  service  commission  is  a 
very  complex  organization  and  deals  with  subjects  that  require 
extensive  study  and  investigation;  and 

WHEREAS,  the  legislative  assembly  should  ever  be  on  the  alert 
to  provide  reorganized  forms  of  government  more  capable  of  meeting 
changing  conditions;  and 

WHEREAS,  it  would  be  in  the  public  interest  of  the  people  of 
the  state  of  Montana  to  know  if  the  rate-making  practices  of  this 
state  are  up-to-date  and  how  Montana  compares  with  other  states. 


NOW,  THEREFORE,  BE  IT  RESOLVED  BY  THE  SENATE  OF  THE  STATE  OF 
MONTANA : 

That  the  legislative  council  is  requested  to  conduct  a  study 
of  the  organization,  procedures,  and  operation  of  the  railroad 
commission,  ex  officio  public  service  commission,  in  this  state 
and  to  include  comparative  data  on  rate-making  in  other  states. 

BE  IT  FURTHER  RESOLVED,  that  the  legislative  council  is  re- 
quested to  submit  a  written  report  of  its  findings,  together  with 
recommendations  and  implementing  legislation,  to  the  forty-third 
legislative  assembly. 


VI 


BE  IT  FURTHER  RESOLVED,  that  the  board  of  railroad  com- 
missioners, ex  officio  public  service  commission,  provide  the 
legislative  council  with  any  information  and  assistance  necessary 
to  complete  this  study. 

BE  IT  FURTHER  RESOLVED,  that  the  secretary  of  state  is  in- 
structed to  send  copies  of  this  resolution  to  the  board  of  rail- 
road commissioners  and  to  the  executive  director  of  the  legisla- 
tive council. 


INTRODUCTION 

Senate  Joint  Resolution  No.  2  of  the  1969  Legislative  Assembly/ 
charged  the  Legislative  Council  with  the  problem  of  investigating 
the  various  facets  of  the  Railroad  and  Public  Service  Commission 
organization  and  procedures  with  a  view  toward  determining  whether 
improvements  were  needed.   A  subcommittee  of  the  Legislative 
Council  was  appointed  and  conducted  a  study  during  the  1969-1971 
interim.   The  report  issued  by  that  subcommittee  was  issued  with- 
out recommended  legislation.   Senator  Frank  Hazelbaker,  who  was 
then  Chairman  of  the  Council/  commented  in  the  preface  to  the 
study: 

The  responsibilities  of  the  Railroad  and  Public 
Service  Commission  are  many  and  varied,  making  an 
indepth  examination  difficult  at  best.   You  will 
note  from  the  enclosed  report  that  the  Subcommittee 
narrowed  its  field  of  interest  principally  to  the 
sensitive  area  of  the  regulation  of  power-generating 
utilities.   The  fact  that  it  is  a  "sensitive"  and 
controversial  area  accounts  for  the  fact  that  little 
unanimity  of  thought  existed  in  the  Subcommittee/  and 
the  Legislative  Council  felt  obliged  to  submit  the 
Subcommittee  report  to  you  "without  recommendation" . 

Senate  Resolution  No.  25  of  the  1971  Legislative  Assembly  mandated 
the  Council  to  continue  the  1969  study.   The  reasons  stated  in  the 
resolution  for  continuing  the  study  were,  essentially,  that  the 
legislature  should  provide  forms  of  government  capable  of  meeting 
changing  conditions  and  that  it  would  be  in  the  public  interest 
to  know  whether  the  rate-making  procedures  were  modern  and  com- 
parable to  other  states.   The  study  guidelines,  however ,  were  much 
broader.   The  resolution  requested  the  Council  to  "conduct  a  study 
of  the  organization/  procedures,  and  operation  of  the  Railroad 
Commission  in  this  state  and  to  include  comparative  data  on  rate- 
making  in  other  states." 

A  new  subcommittee  of  the  Council  was  appointed  to  make  the  study, 
and  the  findings  and  recommendations  of  that  subcommittee  are  con- 
tained in  this  report.   The  laws  governing  the  operations  and 
functions  of  the  Public  Service  Commission  have  virtually  remained 
unchanged  for  the  last  45  years.   The  responsibilities  of  the  Pub- 
lic Service  Commission,  over  this  period  of  time,  have  increased 
tremendously.   It  does  not  seem  unusual,  therefore,  that  the  leg- 
islature would  commission  a  study  of  the  state  agency  responsible 
for  public  utility  regulation  in  Montana. 

However,  it  is  hard  work  to  specify  an  intellectual  problem  ex- 
actly.  It  is  much  easier  to  wave  one's  hands  in  the  air  and  say 
something  vague  to  people  about  how  the  Legislative  Council  is 
interested  in  getting  some  answers  to  questions  about  the  Public 
Service  Commission.   The  problem  is  identifying  what  it  is  that 
one  is  trying  to  identify.   What  are  the  questions  to  which  the 
Council  must  seek  an  answer?   Any  empirical  work  must  begin  with 
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a  careful  consideration  of  the  research  problem.  In  this  study, 
the  questions  to  be  answered  are  suggested  by  the  Senate  resolu- 
tion and  can  be  rephrased  as  follows: 

1.  Are  the  operations  and  rate-making  practices  of  the 
Montana  Public  Service  Commission  "up-to-date"? 

2.  Do  those  operations  and  practices  compare  favorably 
with  those  of  other  states? 

These  questions  established  the  scope  of  the  study.   However, 
certain  assumptions  were  necessarily  made.   For  the  purposes  of 
this  study,  it  is  assumed  that  the  Public  Service  Commission  is 
primarily  designed  to  serve  as  a  "watchdog"  of  utility  consumer 
interests  in  the  state.   It  is  also  assumed  that  the  legislature 
should  attempt  to  maximize  the  efforts  of  the  Commission  relative 
to  regulation  of  utilities.   The  resolution  phrases  this  value 
as  follows:   "...  the  Legislative  Assembly  should  be  ever  on 
the  alert  to  provide  reorganized  forms  of  government  more  capable 
of  meeting  changing  conditions  .  .  .  ."   Indeed,  the  stated  goal 
of  the  Commissioners  is  to  "Assure  the  public  of  .  .  .  utility 
services  at  reasonable  rates."  and  to  "Be  alert  to  the  needs  of 
the  public  in  order  to  provide  sufficient  and  necessary  trans- 
portation and  utility  services."   (Governor's  Annual  Report, 
1969-1970,  p.  108.) 

If  the  foregoing  assumptions  are  meshed  with  the  questions  as 
stated  in  the  resolution,  one  basic  issue  arises:   Can  the  organ- 
ization and  procedures  of  the  Public  Service  Commission  be  changed 
in  such  a  way  that  the  Commission  is  made  more  responsive  to  the 
public? 

To  answer  this  question,  the  Public  Service  Commission  was  con- 
sulted, an  examination  of  the  organizational  and  statutory  func- 
tions of  the  Commission  was  made,  and  the  rate-making  practices 
and  reasons  therefore  were  considered.   The  conclusions  and  rec- 
ommendations are  based  on  these  observations. 


PUBLIC  SERVICE  COMMISSION  RECOMMENDATIONS 

The  Railroad  and  Public  Service  Commission  subcommittee  held  a 
hearing  during  which  the  Commission  was  invited  to  appear  and  give 
the  subcommittee  the  benefit  of  its  counsel  and  advice.   Addition- 
ally, the  Commission  was  asked  for  recommended  legislation  designed 
to  assist  the  Commissioners  in  their  efforts  to  be  more  responsive 
to  the  public. 

The  following  recommendations  were  made  by  the  Commission: 

1.   That  the  Commission  be  provided  with  hearing 
examiners  for  small  hearings. 
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Z.       That  the  Montana  Motor  Carrier  Act  be  brought 
in  accordance  with  the  various  ICC  regulations 
and  that  enforcement  procedures  be  established. 

3.  That  sewage  district  regulation  be  brought  with- 
in the  jurisdiction  of  the  Commission. 

4.  That  the  Commission  be  given  jurisdiction  over 
the  placement  of  electric  generation  plants, 
transmission  lines  and  related  facilities  to 
assure  the  public  of  a  safe  and  protected  en- 
vironment. 


Hearing  Examiners 

Ihe  Commission  presently  employs  twenty  full-time  personnel  in 
aduii_ion  to  the  three  Commissioners.   It  utilizes  the  services 
of  two  attorneys,  two  division  directors,  both  of  whom  are  rate 
experts  and  accountants,  a  supervisor  of  motor  vehicles  and  four 
mocor  carrier  fieldmen,  a  safety  inspector,  an  electrical  in- 
spector, a  reporter,  a  secretary  and  seven  clerks. 

rue  Commission  held  fifty-nine  hearings  in  1970,  ninety-two  hear- 
ings in  19  71  and  estimates  that  the  number  of  hearing  requests 
will  continue  to  increase.   Of  the  ninety- two  hearings  held  in 
1971,  seventy-eight  involved  a  decision  of  a  relatively  minor 
nature.   Examples  of  these  types  of  hearings  are  public  conven- 
ience and  necessity  hearings  for  new  motor  carriers,  unsanitary 
railroad  facilities,  discontinuance  of  service  and  complaints  re- 
garding discriminatory  rates  or  bad  service.   Presently,  the  en- 
tire Commission  travels  to  various  parts  of  the  state  to  preside 
over  all  hearings,  including  those  of  a  relatively  minor  character, 

It  was  estimated  by  the  Commission  that  savings  in  time  and  travel 
expenses  alone  would  justify  such  examiners.   It  was  envisioned 
by  the  Commission  that  hearing  examiners  would  organize,  preside 
and  gather  information  at  these  hearings  and  present  the  appro- 
priate evidence  tc  the  Commission,  which  would  make  the  final 
decision  in  the  matter.   The  Commission  would  then  be  free  to 
devote  the  majority  of  its  time  to  conducting  hearings  on  requests 
for  increases  in  public  utility  rates.   (See  Appendix  A) 

Montana  Motor  Carrier  Act 

In  the  Commission's  1971  Annual  Report  to  the  Governor,  the  sole 
recommendation  for  new  legislation  from  the  Commission  was  for  "a 
complete  revision  of  the  Motor  Carrier  Codes."   According  to  the 
report,  most  of  the  present  Motor  Carrier  Act  has  been  rendered 
obsolete  due  to  federal  preemption.   This  recommendation  was  reit- 
erated at  the  subcommittee  hearing  with  the  Commissioners. 

Most  of  the  obsolescence  will  be  corrected  by  the  proposals  of  the 
Executive  Reorganization  Commission  in  its  recodification  efforts. 
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It  is  generally  the  philosophy  of  the  Executive  Reorganization 
staff  not  to  make  major  substantive  changes.  However,  certain 
of  the  provisions  will  require  "substantive"  changes. 

To  date,  the  only  substantive  change  recommended  by  the  Commission 
involves  Section  8-101,  R.C.M.  1947.   That  section  defines  those 
types  of  motor  carriers  subject  to  regulation  by  the  Commission. 
Under  the  existing  statute  only  carriers  "for  hire"  are  subject 
to  regulation.   This  provision,  in  effect,  exempts  from  regula- 
tion those  commercial  carriers  owned  by  a  particular  business. 
Since  the  trucks  owned  and  used  by  the  business  are  not  contracted 
"for  hire,"  they  are  not  subject  to  regulation  under  the  Act. 
It  was  therefore  recommended  that  such  carriers  should  be  subject 
to  regulation  by  the  Commission.   (See  Appendix  B) 

Sewage  District  Regulation 

Section  70-101,  R.C.M.  1947,  prescribes  that  the  Public  Service 
Commission  shall  regulate  and  supervise  "public  utilities."   In- 
cluded in  the  definition  of  "public  utilities"  (Section  70-103) 
are  corporations,  public  or  private,  owning  or  operating  plant  or 
equipment  for  the  production,  delivery  or  furnishing  of  water 
for  "...  sewerage  service,  whether  within  the  limits  of  munici- 
palities, towns,  and  villages  or  elsewhere.  ..."  Opinion  No. 
127  of  Volume  22,  Official  Opinions  of  the  Attorney  General, 
construes  the  section  to  mean  that  the  Public  Service  Commission 
has  jurisdiction  over  companies  furnishing  water  for  sewerage 
services.   It  was  the  Attorney  General's  opinion  that  the  Commis- 
sion did  not  have  the  authority  to  regulate  sewer  services  pro- 
vided by  cities  and  towns. 

The  opinion  further  states  that  Chapter  149,  Laws  of  1943,  specif- 
ically removes  municipalities  from  any  control  or  regulation  as 
to  rates  "...  and  there  would  be  no  purpose  in  the  Public  Service 
Commission  exercising  jurisdiction  or  performing  any  functions  or 
acts  in  connection  with  such  sewer  rates  or  service.  .  .  .  Ap- 
proval of  rates  by  the  Public  Service  Commission  would  be  an  act 
without  any  effect  and  would  not  be  binding  upon  the  city." 
The  statute  (Section  11-2217) ,  as  amended,  presently  grants  to  the 
municipality  the  authority  to  charge  just  and  equitable  rates  for 
the  services.   It  provides  that  such  rates  shall  be  as  nearly  pro- 
portional as  possible  to  the  services  rendered  and  may  be  fixed 
on  the  basis  of  water  consumption  ".  .  .  or  any  other  equitable 
basis  the  governing  body  may  deem  appropriate." 

However,  Section  11-1001,  as  amended  by  the  1971  Legislative 
Assembly,  provides  that  any  city  or  town  which  operates  a 
municipal  sewage  system  as  a  public  utility  to  furnish  sewage 
services  shall  have  the  power  to  provide  such  services  to  inhab- 
itants within  or  without  the  corporate  limits  " .  .  .at  reason- 
able rates  filed  by  the  city  or  town  council  and  approved  by  the 
public  service  commission  .  .  .  ."   The  1971  amendment  inserted 
references  to  sewage  systems,  sewage  services  and  sewer  lines 
throughout  the  section.   This  would  seem  to  have  the  effect  of 
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superseding  the  Attorney  General's  opinion  and  specifically  pro- 
viding for  approval  by  the  Commission. 

It  would  appear  that  the  Commission  does  presently,  by  virtue 
of  Section  11-1001,  have  the  authority  to  regulate  sewage  services 
provided  by  municipalities.   However,  in  order  that  this  point  be 
clarified,  it  seems  that  the  statutory  definition  of  a  public 
utility  should  include  sewage  service  systems. 

Because  of  the  old  Attorney  General's  opinion,  the  Commission 
has  not  taken  jurisdiction.   The  net  effect  is  that  sewage  rates, 
in  spite  of  Section  11-1001,  are  not  regulated.   (See  Appendix  C) 


JURISDICTION  OVER  PLACEMENT  OF  POWER  FACILITIES  AND  EQUIPMENT 

The  sole  recommendation  of  the  Commission  in  its  1970  annual 
report  was  that  "Legislation  should  be  adopted  to  provide  a  single 
agency  to  expeditiously  resolve  all  matters  concerning  the  loca- 
tion of  electric  generation  plants  and  associated  facilities  con- 
structed by  any  person,  partnership,  corporation,  association, 
political  subdivision,  government  agency,  local  government  or 
other  organization."   The  Commission  further  explained  that  "Reg- 
ulating the  locale  of  electrical  generation  plants  and  related 
facilities  is  needed  to  assure  the  public  of  a  safe  and  protected 
environment.   Applications  for  installations  should  include  a 
summary  of  environmental  impact  studies,  statement  of  public  need, 
comparison  of  proposed  sites  (with  any  reasonable  alternatives) 
and  proof  of  public  notice." 

This  recommendation  was  never  implemented  by  the  1971  Legislature. 

Section  70-119  provides  that  any  person  may  make  a  complaint  to 
the  Commission  about  practices  relating  to  the  production  or  trans- 
mission of  power.   The  statute  directs  the  Commission  to  "make  such 
investigation  as  it  may  deem  necessary."   It  does  not  require  the 
Commission  to  hold  a  hearing  on  the  matter  unless  they  intend  to 
issue  an  order  affecting  the  acts  or  practices  complained  of. 

The  Commission,  as  a  matter  of  practice,  has  not  recognized  the 
authority  conveyed  to  it  by  this  statute.   However,  the  Commission, 
as  demonstrated  by  its  annual  report  recommendations/  has  recognized 
a  need  for  the  specific  authority  to  take  regulatory  jurisdiction 
over  the  placement  of  power  plants  and  transmission  lines. 

Fletcher  E.  Newby,  Executive  Director  of  the  Environmental  Quality 
Council,  pointed  to  this  same  deficiency  in  the  regulation  of  pub- 
lic utilities.   In  a  letter  to  the  Chairman  of  the  Legislative 
Council,  Mr.  Newby  recommended  that  provisions  be  established  for 
hearings  and  full  public  disclosure  in  cases  involving  the  use  of 
the  state's  power  of  eminent  domain  by  a  utility.   He  explained 
that  in  two  recent  cases  involving  a  railroad  spur  to  the  West- 
moreland Coal  operations  and  a  Montana  Power  line  in  the  Bitterroot 
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Valley,  there  was  no  state  agency  with  jurisdiction  to  consider 
the  feasibility  of  placement  of  the  utility  equipment.   However, 
"Were  it  not  for  the  fortuitous  circumstances  that  several 
parcels  of  state  land  are  involved  in  each  instance,  thus  making 
it  possible  to  invoke  the  environmental  impact  statement  require- 
ments of  the  Montana  Environmental  Policy  Act,  there  would  be  no 
effective  advocate  of  the  public  interest  because  the  Public 
Service  Commission  denies  jurisdiction  in  these  cases."   The 
Montana  Power  Company  could,  however,  simply  avoid  the  require- 
ments of  an  impact  statement  by  merely  stringing  the  lines  around 
the  state  parcels,  thus  removing  them  from  the  jurisdiction  of 
the  state. 

Therefore,  it  is  the  recommendation  of  the  Council  that  the  next 
legislative  assembly  be  apprised  of  this  lack  of  control  over 
utility  use  of  the  state's  power  of  eminent  domain  and  that  leg- 
islation be  adopted  to  provide  for  supervision  and  regulation 
over  use  of  that  power.   It  is  urged  by  the  Council  that  such 
control  be  centralized  in  a  state  agency  concerned  with  environ- 
mental problems,  such  as  the  Department  of  Natural  Resources. 

The    Council    recommends    that    the    43rd   Legislative 
Assembly    consider    legislation    regulating   placement 
of  power   plant    sites    and   associated   facilities 3 
railroad   tracks    and  pipelines;    and   that    the    environ- 
mental   impact    of   such   placements    be    considered  as 
a    major   factor. 


PUBLIC  SERVICE  COMMISSION  DISTRICTS 

The  Senate  resolution  requests  the  Council  to  examine  the  "organ- 
ization" of  the  Public  Service  Commission.   Historically,  the 
Board  of  Railroad  Commissioners  was  created  in  1907  under  present 
code  Section  72-101,  R.C.M.  1947.   In  1913,  the  Public  Service 
Commission  was  created  under  present  code  Section  70-101,  R.C.M. 
1947.   Through  the  years,  the  Commission  was  given  other  regulatory 
duties  by  the  legislature.   Today,  the  Commission  regulates  all  of 
those  businesses  (with  the  exception  of  sewage  services  and  private 
carriers)  which  provide  necessary  services  to  the  public  and  by 
virtue  of  that  service  are  clothed  with  monopolistic  qualities. 

Under  the  Executive  Reorganization  Act  of  19  71,  the  Board  of  Rail- 
road Commissioners  was  abolished  and  all  of  the  functions  relating 
to  supervision  and  regulation  of  state  railroads  were  transferred 
to  the  new  Department  of  Public  Service  Regulation.   This  new  de- 
partment continues  to  perform  the  functions  of  the  old  Railroad 
and  Public  Service  Commission  and  the  new  Commission,  designated 
the  Public  Service  Commission,  was  instituted  as  the  head  of  the 
Department. 

The  Public  Service  Commission,  as  in  prior  years,  consists  of  three 
members  elected  by  all  of  the  voters  of  the  state  for  staggered 


six-year  terms.   One  of:  the  commissioners  is  elected  chairman  by 
the  othe r  commi  s  s  i  oners . 

The  internal  structure  of  the  Department  is  organized  according 
bo  i unctions  delegated  to  the  Commission  by  the  legislature. 
The  Department  is  divided  into  a  Motor  Carrier  Division,  a  Traffic 
Division  and  a  Utilities  Division. 

The  difficulty  with  making  statements  about  the  organization  of 
the  Commission  is  that  if  one  makes  recommendations  for  alternative 
Commission  structures  he  is  essentially  saying  that  people  are 
'better  off"  under  the  proposed  system  than  they  are  under  the 
existing  system.   Such  a  statement  is,  of  course,  a  very  subjective 
estimation.   It  was  therefore  necessary  to  put  this  concept  of 
better  off  into  objective  terms  so  that  it  can  be  more  effectively 
measured. 

To  accomplish  this,  the  basic  value  assumption  stated  in  the  in- 
troduction to  this  study  must  be  examined,  to  wit:   it  should  be 
the  duty  of  the  legislature  to  make  the  Commission  more  respon- 
sive to  the  public.   If  the  legislature  can  continue  to  accomplish 
this  within  the  milieu  of  inflationary  spirals  and  increasingly 
complex  business  organizations,  then  the  people  are  better  off. 

Relating  this  to  the  organizational  structure  of  the  Commission, 
it  is  necessary  to  determine  whether  an  elected  Commission  is 
more  responsive  to  the  public  than,  for  example,  an  appointed 
Commission. 

Practices  in  other  states  suggest  that  people  are  better  off 
under  an  appointed  Commission.   Of  the  fifty  states  and  the 
District  of  Columbia,  thirty-six  states  have  appointed  commis- 
sioners.  Thirteen  states  have  elected  commissioners.   Six  of 
those  states,  including  Montana,  elect  the  commissioners  on  a 
statewide  basis;  the  other  seven  elect  each  commissioner  from 
districts  within  the  state.   In  two  states,  the  commissioners  are 
elected  by  the  legislature.   In  those  states  which  have  appointed 
commissioners,  there  is  a  definite  tendency  to  appoint  professionals 
Of  the  thirty-six  spates  with  appointed  commissioners,  thirty- four 
have  appointed  lawyers,  eighteen  states  have  economists  as  com- 
missioners, twenty-nine  states  have  appointed  rate  experts  and 
sixteen  states  selected  accountants. 

As  a  practical  matter,  this  evidence  is  persuasive.   However,  in 
a  theoretical  context,  there  are  arguments  of  equal  weight  re- 
garding an  elected  Commission  versus  an  appointed  Commission.   It 
was  concluded  that  there  was  not  sufficient  evidence  to  merit  a 
change  to  an  appointed  Commission  in  Montana  at  this  time. 

However,  there  are  two  types  of  elected  Commissions:   one  elected 
on  a  statewide  basis  and  one  composed  of  commissioners  elected 
from  various  districts  in  the  state. 

The  advantages  of  the  latter  method  are  relatively  obvious. 
People  in  each  of  the  districts  have  a  particular  commissioner 
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with  whom  to  register  complaints  or  seek  advice.   The  commis- 
sioner will  be  a  resident  of  the  district  and  thereby  closer  to 
and  known  by  the  residents  of  the  district.   If  the  commissioner 
is  not  responsive  to  public  demand,  the  residents  of  the  district 
will  be  better  able  to  "fire"  the  commissioner  at  the  end  of  his 
term. 

It  can  be  argued  that  statewide  elected  commissioners  are  also 
responsive  to  the  people.   However,  if  this  were  true,  it  would 
seem  that  members  of  the  consumer  public  in  various  parts  of  the 
state  would  be  familiar  with  the  commissioners  or  at  least  with 
their  names. 

To  determine  whether  the  people  knew  the  existing  commissioners, 
a  telephone  survey  was  made  to  the  various  sections  of  the  state. 
The  state  was  divided  into  five  equal  sections  on  a  population 
basis  and  fifty  names  were  chosen  at  random  from  the  telephone 
directories  of  each  of  the  major  cities  within  each  district. 

The  individual  answering  the  phone  was  asked  two  questions:   (1) 
Can  you  name  any  of  the  Railroad  and  Public  Service  Commissioners; 
and  (2)  Can  you  name  any  of  your  state  legislators? 

The  latter  question  was  asked  as  a  control  technique  to  determine 
whether  the  individual  could  name  a  state  officer  elected  from  his 
particular  district.   (See  Table  1) 

It  is  evident  from  the  survey  that  a  vast  majority  of  the  utility 
consuming  public  (76%)  was  not  able  to  name  their  Public  Service 
Commissioner,  whereas,  a  considerably  smaller  percentage  (42%) 
was  not  able  to  name  their  local  legislator.   On  the  other  hand, 
a  significantly  large  number  of  the  sample  could  name  one  or  more 
legislators  (58%) ,  whereas  a  much  smaller  percentage  could  name 
one  or  more  commissioners  (24%).   The  survey  does,  therefore,  tend 
to  support  the  hypothesis  that  commissioners  elected  on  a  state- 
wide basis  have  very  little  contact  with  the  consuming  public  to 
the  extent  that  the  public  cannot  even  recall  their  names,  whereas 
those  statewide  officers  elected  from  various  districts  within 
the  state  do  have  contact  with  their  constituents  to  the  extent 
that  name  recognition  occurs  at  a  much  higher  level. 

Further,  it  was  the  feeling  of  the  subcommittee  on  the  basis  of 
this  data  and  on  the  basis  of  subjective  opinion  that  if  the  mem- 
bers of  the  Commission  were  required  to  reside  and  be  elected 
from  a  subdivision  of  the  state,  they  would  have  more  contact 
with  the  tenor  and  feelings  of  the  Montana  utility  consumer.   The 
subcommittee  also  surmised  that  the  electorate  would  be  close 
enough  to  the  district  commissioner  that  they  would  be  aware  of 
the  ability  of  the  commissioner  to  make  decisions  regarding  public 
service  corporations  and  could  better  decide  whether  the  commis- 
sioner was  being  responsive  to  their  needs. 

It  is  conceivable,  then,  that  the  state  would  be  divided  into 
three  districts,  with  one  commissioner  to  be  elected  from  eacb 
district  (See  Map  1) .   The  commissioner  would  continue  to  have 
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staggered  six-year  terms.   At  the  first  election  after  adoption 
of  the  plan,  the  commissioners  would  draw  lots  to  determine  who 
would  be  up  for  election  at  each  successive  election  until  all 
of  the  terms  were  staggered,  and  one  of  the  three  commissioners 
would  be  subject  to  electorate  choice  at  each  general  election. 
This  plan  is  designed  to  have  the  effect  of  bringing  the  people 
closer  to  the  Public  Service  Commissioners  and  thereby  making 
them  more  responsive  to  the  people's  needs.   (See  Appendix  D.   It 
contains  two  bills;  the  second  bill,  relating  to  conflicts  of 
interest,  reenacts  the  portion  of  Section  72-101  which  remained 
after  Sections  70-101  and  72-101  were  combined.) 


THE  "FAIR  VALUE "  METHOD  OF  DETERMINING  RATE 
BASES  IN  MONTANA  AND  COMPARISONS  WITH  OTHER  STATES 

(The  following  analysis  of  rate-making  procedures  w^s  com- 
piled by  the  research  staff  of  the  Legislative  Council.   Al- 
though the  material  was  rejected  by  the  subcommittee,  the 
Council  voted  to  submit  the  material  to  the  legislature  for 
information  only. ) 

The  basic  question  asked  by  those  responsible  for  regulating  util- 
ities is:   When  a  rate  increase  request  is  made  by  a  utility,  is 
that  rate  reasonable  or  fair  and  what  are  the  appropriate  standards 
of  reasonableness  and  fairness?   A  very  simple  answer  to  this 
question  is  that  rates  charged  consumers  are  reasonable  if  they 
provide  a  reasonable  amount  of  revenue  to  cover  the  total  costs 
of  providing  the  service. 

Of  these  "total  costs,"  one  factor,  return  on  investment,  is  wholly 
discretionary  and  as  a  result  imprecise  and  subject  to  much  con- 
troversy.  Other  cost  factors  such  as  taxes,  operating  charges 
and  depreciation  are  based,  for  the  most  part,  on  definite  dollar 
amounts  as  entered  in  the  company  books.   The  largest  problem  in- 
volved with  regulation  of  utilities  is  determining  this  factor. 

Historically,  throughout  the  course  of  the  economic  and  legal 
evolution  of  the  public  utility,  from  a  private  corporation  to  a 
public  service  corporation,  the  main  conversion  factor  was  estab- 
lished through  legislative  regulation.   However,  in  the  course  of 
this  evolution  no  legislative  policy  was  ever  adopted.   Instead, 
when  the  monopoly  clearly  was  found  to  be  infringing  on  the  pub- 
lic, particularly  with  regard  to  rates,  the  legislature  responded 
by  enacting  maximum  rates.   There  was  never  a  formal  consideration 
of  rate-making  factors.   It  was  only  later,  through  judicial  pro- 
ceedings ,  that  the  reasonable  return  on  investment  factor  came  to 
be  enunciated  for  the  fixing  of  rates.   In  many  states  (and  Montana 
is  an  excellent  example  of  this  phenomenon) ,  this  judicially 
demarcated  factor  continued  to  be  exercised  by  the  regulatory  com- 
mission to  whom  the  legislature  delegated  power  to  fix  reasonable 
rates. 
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Most  state  regulatory  statutes  simply  called  for  the  maintenance 
of  "reasonable  rates/1  without  establishing  standards  or  measure- 
ments of  reasonableness  and  without  directing  commissions  to 
develop  and  adopt  appropriate  standards  and  procedures.   Conse- 
quently, the  new  commissions  proceeded  to  fix  rates  within  the 
patterns  of  reasonableness  stated  or  implied  from  court  opinions 
in  rate  case  decisions  involving  rates  fixed  by  legislative 
bodies. 

In  1898,  the  United  States  Supreme  Court  was  asked  to  settle  a 
dispute  over  railroad  rates  set  by  the  Nebraska  legislature. 
The  dispute  involved  consideration  of  alleged  promotional  and 
extravagent  construction  costs  and  capitalization  and  of  the  long 
price  decline  following  the  Civil  War.   The  Court  made  the  fol- 
lowing statement  regarding  the  right  to  and  the  determination  of 
a  reasonable  return: 

We  hold,  however,  that  the  basis  of  all  calculations 
as  to  the  reasonableness  of  rates  to  be  charged  by  a 
corporation  .  .  .  under  legislative  sanction  must  be 
the  fair  value  of  the  property  being  used  by  it  for 
the  convenience  of  the  public.   And  in  order  to  as- 
certain that  value,  the  original  cost  of  construction, 
the  amount  expended  in  permanent  improvements,  the 
amount  and  market  value  of  its  bonds  and  stock,  the 
present  as  compared  with  the  original  cost  of  con- 
struction, the  probable  earning  capacity  of  the  prop- 
erty under  particular  rates  prescribed  by  statute, 
and  the  sum  required  to  meet  operating  expenses,  are 
all  matters  for  consideration,  and  are  to  be  given 
such  weight  as  may  be  just  and  right  in  each  case. 
We  do  not  say  that  there  may  not  be  other  matters 
to  be  regarded  in  estimating  the  value  of  the  prop- 
erty.  What  the  company  is  entitled  to  ask  is  a  fair 
return  upon  the  value  of  that  which  it  employs  for 
the  public  convenience.   On  the  other  hand,  what  the 
public  is  entitled  to  demand  is  that  no  more  be  ex- 
acted from  it  .  .  .  than  the  services  rendered  by 
it  are  reasonably  worth. 

This  general  statement  furnished  the  basis  for  judicial  review  of 
rates  fixed  not  only  by  the  legislature  but  also  the  basis  for 
later  commission  regulation. 

In  1913,  the  Montana  legislature  delegated  the  function  of  assuring 
that  rates  were  reasonable  to  the  Railroad  and  Public  Service  Com- 
mission.  The  legislature  envisioned  an  expert  body  designed  to 
administrate  and  fix  reasonable  utility  rates.   Section  1,  Chapter 
52  of  the  Laws  of  1913  (presently  Section  70-101,  R.C.M.  1947) 
created  the  Commission   "...  whose  duty  it  shall  be  to  supervise 
and  regulate  the  operations  of  the  public  utilities  hereinafter 


1 Smyth  v.  Ames,  169  U.S.  446,  449. 
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named.  ..."   As  supervisors,  continually  engaged  in  the  consid- 
eration of  utility  rates,  the  commissioners  needed  definite  stan- 
dards for  measurement  of  reasonableness  that  could  be  systematically 
applied,  with  exact  accounting  techniques  and  procedures  for  bal- 
ancing of  consumer  and  investor  interests.   However,  as  in  most 
states,  the  Montana  leqislature  chose  to  require  merely  the 
maintenance  of  "reasonable"  rates,  leaving  wide  discretion  to  the 
Commission  in  regard  to  standards,  means  and  procedures  to  be 
adopted  in  carrying  out  the  statutory  mandate.        ons  5  and  6 
of  Chapter  52  of  the  Laws  of  1913  (presently  Sections  70-105  and 
70-106,  R.C.M.  1947)  provided  that  "The  charge  made  by  any  public 
utility  for  .  .  .  service  .  .  .  shall  be  reasonable  and  just,  and 
every  unreasonable  charge  is  prohibited  and  declared  unlawful" 
and  "The  commission  may,  in  its  discretion,  investigate  and  as- 
certain the  value  of  every  public  utility  actually  u^ed  and  use- 
ful for  the  convenience  of  the  public." 

Within  the  general  perspective  of  fairness  outlined  in  Smyth  v. 
Ames ,  the  new  Commission  could  have  adopted,  under  its  own  stat- 
utory assignments,  appropriate  standards  for  exact  and  continu- 
ous determination  of  reasonable  rates.   In  fact,  they  were  clearly 
moving  toward  that  end,  despite  lack  of  specific  statutory  guid- 
ance, until  they  were  confronted  with  a  Montana  Supreme  Court 
decision  which  grafted  a  "fair  value"  factor  onto  the  Smyth  v. 
Ames  decision.   The  Montana  decision  came  after  several  U.  S. 
Supreme  Court  decisions  elaborated  Smyth  and  continually  associ- 
ated "fair  value"  with  reproduction  costs. 

Citing  Smyth  v.  Ames,  the  Montana  Supreme  Court  in  the  legendary 
Tobacco  River  Power  Company  v.  Public  Service  Commission,  109 
Mont.  521,  98  P2d  886  (1941),  construed  the  foregoing  statutes  to 
mean  that  a  utility  is  entitled  to  a  return  on  a  reasonable  value 
at  the  time  it  is  being  used  for  the  public.   The  Court  held: 

The  law  is  well  settled  in  all  jurisdictions,  in- 
cluding Montana  that  rates  must  be  just  and  reason- 
able, and  likewise  the  return  to  the  utility  company 
on  its  investment  and  for  service  rendered  must  be 
fair,  just  and  reasonable.   (Great   Northern    Utilities 
v.    Public   Service    Com.  s     88  Mont.  180,  293  Pac.  294; 
Minnesota    Rate    Cases,     230  U.  S.  352,  33  Sup.  Ct. 
729,  57  L.  Ed.  1511,  Ann.  Cas.  1916A,  18,  48  L.  R.  A. 
(n.s.)  1151:  Smyth    v.    ames    169  U.  S.  466,  18  Sup.  Ct. 
418,  42  L.  Ed.  819.)   No  great  difficulty  should  be 
experienced  in  determining  fair  value  of  the  property 
of  the  utility  company  and  just  and  reasonable  rates 
which  may  be  charged  if  both  parties  to  a  proceeding 
to  determine  the  ultimate  facts  are  candid,  reason- 
able and  fair  with  each  other.   (Emphasis  added. ) 
(Tobacco  River  at  p.  592.) 

The  Court  also  states  that  "Neither  the  Public  Service  Commission 
nor  the  utility  company  is  limited  to  or  bound  by  any  particular 
method  in  arriving  at  the  solution  of  the  question  of  value." 
However,  the  Court  took  the  thrust  out  of  this  statement  by  con- 
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cluding  that  "The  cost  of  reproduction  new,  less  depreciation ,  is 
usually  regarded  as  one  of  the  most  important,  if  not  the  dominant 
factor,  in  the  determination  of  value. " 

The  decision  was  not  inconsistent  with  the  prevailing  law  based 
on  Smyth  v.  Ames.   However,  three  years  after  the  Tobacco  River 
case,  the  Court  reversed  the  position  rendered  in  Smyth  v.  Ames. 
The  reversal  came  in  a  case  involving  the  FPC  and  the  Hope 
Natural  Gas  Company.   In  19  38,  the  FPC  had  been  given  authority 
to  regulate  interstate  pipeline  transmission  of  natural  gas. 
Specifically,  the  legislation  placed  upon  the  FPC  the  duty  to  fix 
reasonable  rates  on  interstate  transmitted  gas.   The  FPC  adopted 
original  cost  as  the  basis  of  rate  base  determination.   The  Hope 
Company  claimed  reproduction  cost  of  over  twice  the  original  cost. 
(The  company  based  its  costs  on  the  current  level  of  construction 
costs.)   The  FPC  refused  to  place  any  reliance  on  reproduction 
cost,  considering  it  as  "not  predicated  upon  facts"  and  "too 
conjectural  and  illusory  to  be  given  weight."   It  likewise  re- 
jected consideration  of  the  adjusted  reproduction  costs  as  "not 
founded  in  fact,"  "basically  erroneous,  and  producing  irrational 
results. " 

In  light  of  this  position,  the  FPC  ordered  the  company  to  reduce 
its  rates.   The  company  petitioned  the  U.  S.  Court  of  Appeals, 
lost,  and  thereafter  appealed  to  the  U.  S.  Supreme  Court.   The 
Supreme  Court  affirmed  the  appelate  court  decision  and  held  that 
"the  meaning  of  the  word  'value'  is  to  be  gathered  from  the  pur- 
pose for  which  a  valuation  is  made";  that  "rates  cannot  be  made 
to  depend  upon  fair  value  when  the  value  of  the  going  enterprise 
depends  on  earnings  under  whatever  rates  may  be  anticipated"; 
that  the  question  in  a  valuation  for  rate-making  is  how  much  "a 
utility  will  be  allowed  to  earn";  and  that  "it  is  the  result 
reached,  not  the  method  employed,  which  is  controlling."   (Fed- 
eral Power  Commission  v.  Hope  Natural  Gas  Company ,  320  U.  S.  591 
(1944).)   In  summary,  the  old  judicial  criteria  of  Smyth  v.  Ames 
in  regard  to  "fair  value"  was  scrapped.   The  measure  of  "reason- 
ableness" was  left  undefined  and  nebulous. 

The  net  effect  of  the  Hope  case  decision  was  to  free  the  state 
commission  to  adopt  standards  and  procedures  to  conform  with 
their  statutory  powers  and  duties,  subject  to  end  results  of  main- 
taining utility  companies  as  viable  public  agencies. 

This  Supreme  Court  pronouncement  that  there  was  no  constitutional 
requirement  that  "fair  value"  be  used  had  a  profound  effect  on 
other  state  regulatory  commissions.   In  twenty-eight  years  since 
the  Hope  case,  twenty-three  state  regulatory  commissions  have 
abandoned  the  "fair  value"  theory  and  have  either  gone  by  stat- 
utory pronouncement  or  on  their  own  initiative  to  original  cost 
value  determinations. 

However,  Montana  continues  to  hold  to  "reproduction  cost"  pro- 
nouncements of  the  Montana  Supreme  Court  designed  in  harmony  with 
the  federal  constitutional  requirements  under  the  reversed  Smyth 
decision. 
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In  summary,  then,  the  removal  of  the  constitutional  barrier  enacted 
by  Smyth  released  the  power  of  the  commission.   At  the  time  of 
Smyth,  a  rate  could  not  be  reasonable  unless  it  permitted  a  fair 
return  on  fair  values.   This  concept  has  been  overruled.   It  would 
be  contrary  to  common  sense  to  hold  that  the  Montana  legislature 
meant  "reasonable"  only  as  defined  by  the  courts  at  the  time  of 
Smyth.   To  the  contrary,  it  must  be  assumed  that  the  legislature 
contemplated  that  th3  concept  of  reasonable  would  change  with 
social  trends.   Since  the  Commission  has  continued  to  use  repro- 
duction costs  as  the  dominant  factor  in  rate  base  determination, 
a  reconsideration  of  the  law  is  essential  to  establishment  of 
purposeful  regulation. 

If  the  judicial  restrictions  are  removed  by  legislation,  one  is 
still  left  with  the  problem  of  setting  procedures  that  will  lead 
to  "purposeful  regulation."   It  is  helpful  to  the  solution  of 
this  problem  to  examine  the  principles  and  procedures  followed  in 
other  state  commissions'  rate-making  function.   The  data  and  in- 
formation used  in  this  part  of  the  study  was  based  on  question- 
naires sent  to  the  various  state  regulatory  commissions.   Supple- 
mentary data  was  derived  from  the  FPC  reports. 

It  should  probably  be  emphasized,  at  this  point,  that  the  Hope  case 
applied  only  to  utilities  regulated  by  the  PPC.   It  did  not  inter- 
pose rate  base  standards  or  procedures  on  state  commissions.   It 
left  those  state  agencies  responsible  for  regulation  free  to  estab- 
lish their  own  rules.   It  merely  removed  any  federal  constitutional 
limitations  regarding  rate  base  determinations. 

The  following  groupings  of  commissions  involves  some  overlap. 
Even  original  cost  commissions  give  weight  to  inflationary  pres- 
sures that  influence  the  course  of  rate  regulation.   However,  the 
comparisons  will  be  helpful  in  indicating  a  trend  in  those  com- 
missions that  are  allowed  freedom  to  determine  the  course  of  their 
efforts. 

Commissions  in  thirty  states,  including  the  District  of  Columbia, 
use  original  cost  of  the  used  and  useful  utility  properties  less 
accrued  or  determined  depreciation  in  determining  the  value  of 
the  rate  base. 

The  remaining  state  regulatory  commissions  can  be  broken  into  two 
categories:   (1)   those  that  do,  in  fact,  give  primary  weight  to 
reproduction  cost  less  depreciation  in  determination  of  "fair 
value,"  and  (2)  those  that  give  consideration  to  original  cost  in 
determining  the  value  of  the  rate  base.   Twelve  states,  including 
Alabama,  Arizona,  Delaware,  Illinois,  Indiana,  Mississippi, 
Missouri,  Montana,  New  Mexico,  North  Carolina,  Ohio  and  Pennsylvania 
can  be  termed  "fair  value"  states  and  give  primary  weight  to  re- 
production cost  less  depreciation.   Four  of  these  twelve  states 
have  expressed  dissatisfaction  with  this  method  of  valuation.   A 
decision  of  the  Montana  Public  Service  Commission  on  January  11, 
1960,  verbalizes  this  dissatisfaction: 
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".  .  .  it  is  appropriate  to  comment  upon  the  valuation 
considerations  that  obtain  in  this  state  by  virtue  of 
statutory  authority  and  appellate  court  interpretation 
•  •  •  •  Limitations  imposed  upon  us  by  the  size  and 
training  of  our  staff,  and  the  appropriations  under 
which  we  operate  have  restrained  our  activity  to  a 
certain  degree ,  and  improvements  are  still  to  be  made 
in  the  manner  in  which  rate  questions  are  now 
entertained,  particularly  in  the  field  of  valu- 
ation.  However,  until  such  time  as  we  are  able 
to  conduct  exhaustive  studies  on  valuation,  we 
believe  that  we  must  at  the  minimum  strive  for 
consistency  in  our  approach  to  valuation 
questions . " 

In  Maryland,  New  Jersey,  Oregon  and  Washington,  the  statutes 
require  use  of  "fair  value"  in  determining  the  rate  base  valuation. 
However,  the  questionnaires  received  from  these  states  indicate 
that  they  have  consistently  employed  the  depreciated  original  cost 
theory.   For  example,  the  Maryland  statute  calls  for  a  reasonable 
return  "upon  the  fair  value."   However,  the  Commission  states: 
"In  our  opinion  ...  a  rate  base  arrived  at  by  the  use  of  either 
'trended  costs'  or  'reproduction  cost'  would,  in  today's  economy, 
allow  ...  a  return  on  dollars  never  invested  .  .  .  ."   The  Com- 
mission indicates  that  it  receives  evidence  of  reproduction  cost, 
but  gives  little  weight  to  such  data  in  the  rate  base  determina- 
tion. 

It  is  evident,  therefore,  that  the  vast  majority  of  the  states 
use  a  depreciated  original  cost  theory  in  valuation  of  utility 
rate  bases.   It  is  also  clear  that  even  in  states  such  as  Montana 
where  the  statutory  circumstances  provide  for  use  of  "fair  value," 
the  commissions  prefer  to  use  original  cost  data  as  the  prime 
basis,  if  possible. 

A  statistical  analysis  of  the  data  received  from  the  various  com- 
missions as  supplemented  by  FPC  reports  may  suggest  a  reason  for 
use  of  a  depreciated  original  cost  theory. 

The  hypothesis  that  utilities  regulated  by  state  commissions  using 
a  "fair  value"  (or  reproduction  cost  depreciated)  theory  tend  to 
have  higher  profits  than  those  regulated  by  commissions  using 
original  cost  data  has  been  suggested  by  many  critics  of  fair 
value  regulatory  commissions  throughout  the  country.   The  argument 
is  that  if  the  utility  company  is  allowed  to  increase  profits  due 
-o  a  factor  which  is  not  dictated  by  efficiency  in  operation, 
then  the  factor  tends  to  discourage  efficient  operation.   It  allows 
the  utility  company  to  keep  a  high  profit  in  a  state  which  uses  a 
fair  value  theory  without  having  to  increase  efficiency  in  opera- 
tion as  opposed  to  a  company  which  must  decrease  costs  to  main- 
tain the  same  high  profit  in  those  states  that  allow  returns  on 
original  cost  property  values. 

The  question  then  is  whether  a  given  rate  in  a  state  regulated  by 
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a  commission  that  uses  reproduction  costs  in  evaluating  the  rate 
base  will  generally  produce  more  prolit  for  the  utility  company 
than  the  same  rate  will  produce  in  a  state  that  evaluates  ul  Llity 
property  under  an  original  cost  system. 

This  question  is  better  stated  in  the  form  of  a  hypothesis  for  the 
purposes  of  this  study  as  follows:   Utility  company  profits  are 
significantly  higher  in  states  using  reproduction  cost  less 
depreciation  method  of  valuation  than  those  profits  of  utility 
companies  regulated  by  states  using  a  depreciated  original  cost 
method  of  valuation. 

The  proof  of  this  hypothesis  involves  two  stages.   The  first 
stage  is  to  put  into  quantitative  terms  the  elusive  concept  of 
"profit."   Once  the  concept  of  "profit"  has  been  defined,  iden- 
tified and  quantified  for  each  state  then  it  is  possible  to  com- 
pare states  using  a  depreciated  reproduction  cost  and  tnose 
states  using  a  depreciated  original  cost.   Then  it  is  necessary 
to  determine  whether  there  is  any  significant  difference  in  prof- 
its between  the  companies  in  reproduction  cost  depreciated  states 
as  opposed  to  original  cost  depreciated  states.   If  there  is  a 
significant  difference  then  it  must  be  determined  whether  this 
difference  in  profits  is  due  to  the  difference  in  methods  of  val- 
uation.  This  latter  determination  requires  the  second  stage  of 
the  study. 

If  it  is  found  that  there  is  no  significant  difference  in  the 
average  electric  bill  for  those  utilities  regulated  by  depreciated 
original  cost  commissions  as  opposed  to  the  average  bill  for 
utilities   regulated  by  depreciated  reproduction  cost  states,  then 
one  can  be  reasonably  sure  that  there  are  no  differences  in  rate 
structures  that  affect  the  profit  margin.   To  put  it  another  way, 
if  the  average  electric  bills  for  companies  in  depreciated  orig- 
inal cost  states  are  the  same  as  average  electric  bills  for 
utilities  in  depreciated  reproduction  cost  states,  while  at  the 
same  time  the  profits  of  depreciated  original  cost  regulated 
utilities  are  consistently  and  significantly  lower  than  those  for 
depreciated  reproduction  cost  regulated  states,  then  the  difference 
must  be  due  to  the  method  of  valuation. 

Stage  One.   Because  there  are  differing  economic  definitions  of 
"profits,"  it  was  necessary  to  quantify  each  of  those  revenue  cost 
relationships  that  can  represent  "profit"  to  a  utility  company. 
Those  relationships  expressed  in  percentages  are  as  follows:   The 
percent  of  return  on  the  rate  base,  the  percent  of  return  on  com- 
mon equity  and  the  net  (after  tax)  income  as  a  percent  of  gross 
revenue. 

The  first  two  of  these  methods  of  computing  profit  percentage  are 
commonly  accepted  forms.   The  Federal  Power  Commission,  in  fact  , 
computes  these  percentages  in  their  publication  Stat  1st i  c;  of 
Privately-Owned  Uloctric  Utilities  in  the  United  States ,  ( F PC 
S-186)  U.  S.  Government  Printing  Office,  Washington,  D.  C,  for 
all  utilities  having  annual  electric  operating  revenues  of 
$2,500,000  or  more  for  at  least  three  consecutive  years.   Rates 
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of  return  are  calculated  by  the  FPC  by  taking  the  average  of  be- 
ginning and  end-of-year  net-electric  plant  plus  an  allowance  for 
working  capital  and  calculating  that  as  a  percentage  of  electric 
operating  revenue  less  expenses. 

Rate  of  return  on  common  stock  equity  is  the  percentage  relation- 
ship of  earnings  available  for  common  stock  to  the  average  of  the 
beginning  and  year-end  balances  in  proprietary  capital  less 
preferred  stock. 

The  last  indicator  of  "profit"  is  the  percentage  relationship  of 
net  income  (after  all  payments  of  taxes,  interest  and  expenses) 
to  gross  utility  operating  revenues.   This  percentage  is  not  cal- 
culated by  the  FPC  but  was  calculated  from  data  reported  in  the 
FPC  statistical  report  (supra) . 

A  caveat  is  listed  in  the  introduction  to  the  calculated  rates  of 
return  on  rate  base  and  on  common  equity  in  the  FPC  report.   The 
report  is  careful  to  say  that  the  rates  are  not  intended  as  an 
evaluation  of  the  reasonableness  of  the  returns  under  applicable 
regulatory  standards.   However,  since  the  thrust  of  this  study  is 
not  to  consider  whether  the  rate  of  return  is  "reasonable"  or  not, 
but  simply  to  examine  a  trend  in  profits,  the  data  is  useful. 

In  each  instance,  a  two  sample  Kolmogorov-Smirnov  test  was  made 
en  the  distribution  of  percentages  in  the  original  cost  less 
depreciation  states  as  one  sample  and  the  reproduction  costs  less 
depreciation  states  as  the  other  sample  for  each  "profit"  indicator, 
The  purpose  of  the  test  is  to  determine  whether  there  is  a  sig- 
nificant difference  between  the  two  samples. 2 

The  test  essentially  is  designed  to  show  that  the  two  samples  are 
identical.   Since  for  the  data  obtained  in  both  samples  the  dis- 
tribution functions  are  positive  in  each  case,  D+=D=.227,  D+=D= 
.458,  and  D+=D=.455.   Then,  since  3.50,  14.25  and  14.07  are  the 
ninety-fifth  percentile  of  the  chi-square  distribution  with  two 
degrees  of  freedom,  the  null  hypothesis  is  rejected  at  a  five 
percent  level  of  significance.   This  means  that  in  each  case,  the 
hypothesis  that  "profit"  percentage  for  reproduction  cost  less 
depreciation  states  was  significantly  higher,  in  general,  than 
the  corresponding  percentage  for  depreciated  original  cost  states, 
at  a  95%  degree  of  certainty. 

Stage  Two.   The  second  stage  involved  comparisons,  again  with  a 
Kolmogorov-Smirnov  test,  of  the  differences  in  average  electric 
bill  for  each  company  sampled  in  the  two  sets  of  states.   As  seen 
by  the  graph,  there  was  no  significant  difference  between  the  two 
sets  of  states.   (The  data  used  was  derived  from  the  FPC  publica- 
tion Typical  Electric  Bills  and  included  the  average  electricity 


2The  data  used  in  this  statistical  analysis  and  pictoral  repre- 
sentatives of  the  combined  data  and  correlations  are  found  in 
Appendix  E. 
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bill  for  each  company  for  communities  of  2,500  population  and  more 
for  500  KWH  of  residential/service.) 

The  purpose  of  making  this  second  stage  test  was  to  determine 
whether  there  was  any  dominant  factor  in  the  rate  structure  that 
would  cause  the  rates  to  be  different  as  between  the  two  samples. 
Since  it  is  found  that  there  is  no  significant  difference  in 
average  utility  bills  for  each  company,  then  the  general  dif- 
ference in  profits  must  be  due  to  the  method  of  valuation.   In 
other  words,  if  the  average  bill  was  found  to  be  higher  for  those 
states  regulated  by  reproduction  cost  depreciated  commissions 
with  corresponding  higher  profits  then  the  difference  would  be 
due  to  the  higher  electrical  rate.   However,  since  the  average 
bills  are  about  the  same  for  each  set  of  samples,  one  can  deduct 
that  the  significant  difference  in  profit  percentage  is  due  to 
the  way  in  which  the  utility  property  is  valued. 
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APPENDIX  A 


BILL  NO. 

INTRODUCED  BY 


70-116 


A  BILL  FOR  AN  ACT  ENTITLED:   "AN  ACT  TO  AMEND  SECTION  70-116, 
R.C.M.  194  7 ,  PROVIDING  FOR  PUBLIC  SERVICE  COMMISSION  HEARING 
EXAMINERS." 


BE  IT  ENACTED  BY  THE  LEGISLATIVE  ASSEMBLY  OF  THE  STATE  OF  MONTANA: 

Section  1.   Section  70-116,  R.C.M.  1947,  is  amended  to  read 
as  follows: 

"70-116.   Rules  as  to  inspections — public  hearings.   The  com- 
mission shall  have  the  power  to  adopt  reasonable  and  proper  rules 
and  regulations  relative  to  all  inspections,  tests,  audits,  and 
investigations,  and  to  adopt  and  publish  reasonable  and  proper 
rules  to  govern  its  proceedings,  and  to  regulate  the  mode  and  man- 
ner of  all  investigations  and  hearings  of  public  utilities,  and 
other  parties  before  it.   All  hearings  shall  be  open  to  the  public 

The  commission  may  also  employ  hearing  examiners  whose 
responsibilities  it  shall  be  to  take  evidence  and  testimony  in 
any  hearings  the  commission  may  deem  necessary.   The  examiners 
shall  present  the  evidence  and  testimony  with  findings  and  rec- 
ommendations to  the  commissioners  who  shall  make  a  decision  on 
the  matter. " 
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APPENDIX  B 


BILL  NO. 

INTRODUCED  BY 


8-101 


A  BILL  FOR  AN  ACT  ENTITLED:   "AN  ACT  TO  AMEND  SECTION  8-101, 
R.C.M.  1947,  TO  PROVIDE  REGULATION  BY  THE  PUBLIC  SERVICE  COM- 
MISSION OF  CARRIERS  OTHER  THAN  CARRIERS  "FOR  HIRE.'" 


BE  IT  ENACTED  BY  THE  LEGISLATIVE  ASSEMBLY  OF  THE  STATE  OF  MONTANA: 

Section  1.   Section  8-101,  R.C.M.  1947,  is  amended  to  read 
as  follows: 

"8-101.   Definition  of  terms.   Unless  the  language  or  context 
clearly  indicates  that  different  meanings  are  intended,  the  fol- 
lowing words,  terms  and  phrases  shall,  for  the  purposes  of  this 
act,  be  given  the  meanings  hereinafter  subjoined  to  them. 

(a)  The  word  "board"  means  the  board  of  railroad  commission- 
ers of  the  state  of  Montana. 

(b)  The  term  "corporation"  means  a  corporation,  company, 
association  or  joint-stock  association. 

(c)  The  term  "person"  means  an  individual,  firm  or  copart- 
nership. 

(d)  The  word  "certificate"  means  the  certificate  of  public 
convenience  and  necessity  authorized  to  be  issued  under  the  pro- 
visions of  this  act. 

(e)  The  term  "public  highway"  means  every  public  street, 
road,  highway,  or  way  in  this  state. 

(f)  The  term  "motor  vehicle"  shall  include  all  vehicles  or 
machines  propelled  by  any  power  other  than  muscular  used  upon  the 
public  highways  for  the  transportation  of  persons  and/or  property. 

(g)  The  words  "between  fixed  termini  or  over  a  regular 
route"  when  used  in  this  act,  mean  the  termini  or  route  between 
or  over  which  any  motor  carrier  usually  or  ordinarily  operates 
any  motor  vehicles,  even  though  there  may  be  periodical  or  irreg- 
ular departures  from  said  termini  or  route.   Whether  or  not  a 
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motor  vehicle  is  operated  by  a  motor  carrier  between  fixed  termini, 
or  over  a  regular  route,  or  otherwise,  within  the  meaning  of  this 
act,  shall  be  a  question  of  fact  to  be  determined  by  the  board. 

(h)   The  term  "motor  carrier,"  when  used  in  this  act,  means 
every  person  or  corporation,  their  lessees,  trustees,  or  receivers 
appointed  by  any  court  whatsoever,  operating  motor  vehicles  upon 
any  public  highway  in  the  state  of  Montana  for  the  transportation 
of  persons  and/or  property  fer-hire,  on  a  commercial* basis  either 
as  a  common  carrier  or  under  private  contract,  agreement,  charter, 
or  undertaking;  provided  that  nothing  in  this  act  shall  be  con- 
strued as  affecting  motor  vehicles  used  in  carrying  property  con- 
sisting of  ordinary  livestock  or  agricultural  commodities  (not 
including  manufactured  products  thereof) ,  if  such  motor  vehicles 
are  not  used  in  carrying  any  other  property,  or  passengers,  for 
compensation,  or,  the  operation  of  school  buses  which  are  used 
in  conveying  school  children  to  and  from  district  or  other 
schools,  or  the  transportation  by  means  of  motor  vehicles  in  the 
regular  course  of  business  of  employees,  supplies,  and  materials 
by  any  person,  firm  or  corporation  engaged  exclusively  in  the 
construction  or  maintenance  of  highways,  or  engaged  exclusively 
in  logging  or  mining  operations,  in  so  far  as  the  use  of  employees, 
supplies  and  materials  in  construction  and  production  is  concerned, 
or  the  transportation  of  property  by  motor  vehicle  within  any  city, 
town,  or  village  with  a  population,  according  to  the  latest  United 
States  census,  of  less  than  five  hundred  persons,  or  within  the 
commercial  areas  thereof  as  determined  by  the  board. 

H:i>--¥he-w©rds-'u£or-hireu-mean-for-rertmneration-of-any-kind7 
pa±d-©r-premised7-either-direet±y-er-indireetiy7-or-reeeived-er 
etetained-fehre-ugh-±easing7-brekering-©r-buy-and-  sell-  arrangements 
whereby-a- remuneration- is-obtained-or-derived- for- transportation 
servicer — An-aeeommodative- transportation-movement- by- a-per son 
net-in- the- transpertatien-business-shall-not-be-eonstrued-as-a 
serviee-£er-hire--even- though- the-persons-owning-the-property 
transperted-or-persons-transported-share-in-the-cost-or-pay-for 
the-movementv — Nothing- in- this-aet-shaii-be-eons trued- so-as-to 
prevent-bena-f ide-leasesy-breker age- agreements -or-buy-and-seil 
agreementST 

-fg>(i)   The  word  "compensation,"  as  used  in  this  act,  shall 
mean  the  charge  imposed  upon  motor  carriers  in  consideration  of 
the  use  of  the  highways  in  this  state  by  such  motor  carriers,  as 
provided  in  section  8-116. 

-(k-)-  ( j )   The  word  "railroad"  means  the  movement  of  cars  on 
rails,  regardless  of  the  motive  power  used  therefor." 
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APPENDIX  C 


BILL  NO. 


INTRODUCED  BY 


70-103 


A  BILL  FOR  AN  ACT  ENTITLED:   "AN  ACT  AMENDING  SECTION  70-103, 
R.C.M.  1947,  TO  CHANGE  THE  DEFINITION  OF  A  PUBLIC  UTILITY  TO 
INCLUDE  SEWERAGE  SERVICES." 


BE  IT  ENACTED  BY  THE  LEGISLATIVE  ASSEMBLY  OF  THE  STATE  OF  MONTANA: 


Section  1. 
as  follows: 


Section  70-103,  R.C.M.  1947,  is  amended  to  read 


"70-103.   "Public  utility"  defined.   The  term  "public  utility,' 
within  the  meaning  of  this  act,  shall  embrace  every  corporation, 
both  public  and  private,  company,  individual,  association  of  in- 
dividuals, their  lessees,  trustees  or  receivers  appointed  by  any 
court  whatsoever,  that  nor  or  hereafter  may  own,  operate,  or 
control  any  plant  or  equipment,  or  any  part  of  a  plant  or  equip- 
ment, within  the  state,  for  the  production,  delivery,  or  furnishing 
for  or  to  other  persons,  firms,  associations,  or  corporations, 
private  or  municipal,  heat,  street-railway  service,  light,  power 
in  any  form  or  by  any  agency,  sewerage  service,  water  for  business, 
manufacturing,  household  use,  or  sewerage  service,  whether  within 
the  limits  of  municipalities,  towns  and  villages,  or  elsewhere, 
telegraph  or  telephone  service;  and  the  public  service  commission 
is  hereby  invested  with  full  power  of  supervision,  regulation, 
and  control  of  such  utilities,  subject  to  the  provisions  of  this 
act,  and  to  the  exclusion  of  the  jurisdiction,  regulation,  and 
control  of  such  utilities  by  any  municipality,  town,  or  village." 
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APPENDIX  D 


BILL  NO. 


INTRODUCED  BY 


70-101,  72-101 


A  BILL  FOR  AN  ACT  ENTITLED:   "AN  ACT  TO  AMEND  SECTION  70-101, 
R.C.M.  194  7,  TO  PROVIDE  FOR  A  THREE  (3)  MAN  ELECTED  PUBLIC  SERVICE 
COMMISSION  FROM  THREE  (3)  DISTRICTS  APPORTIONED  ON  THE  BASIS  OF 
POPULATION;  AND  REPEALING  SECTION  72-101,  R.C.M.  1947." 


BE  IT  ENACTED  BY  THE  LEGISLATIVE  ASSEMBLY  OF  THE  STATE  OF  MONTANA: 

Section  1.   Section  70-101,  R.C.M.  1947,  is  amended  to  read 
as  follows: 

"70-101.   Creation  of  Public  Service  Commission.   A  public 
service  commission  is  hereby  created,  whose  duty  it  shall  be  to 
supervise  and  regulate  the  operations  of  the  public  utilities 
hereinafter  named,  such  supervision  and  regulation  to  be  in  con- 
formity with  this  act.   The  commission  shall  consist  of  three  (3) 
members  who  shall  be  qualified  electors  of  the  district  from  which 
they  are  elected.   At  the  next  general  election,  there  shall  be 
elected  three  (3)  commissioners  for  said  commission,  one  (1)  for 
a  term  of  two  (2)  years,  one  (1)  for  a  term  of  four  (4)  years, 
and  one  (1)  for  a  term  of  six  (6)  years,  and  until  their  successors 
are  elected  and  qualified.   Said  commissioners  when  elected  will 
qualify  at  the  time  and  in  the  manner  provided  by  law  for  other 
state  officers,  and  shall  take  office  on  the  first  Monday  of  Jan- 
uary, next  after  their  election.   Each  of  said  members  of  said 
board  so  elected  shall  serve  until  his  successor  is  elected  and 
qualified.   Biennially  thereafter,  at  the  general  election,  one 
(1)  member  shall  be  elected  for  a  period  of  six  (6)  years,  and 
until  his  successor  is  elected  and  qualified,  to  succeed  the  mem- 
ber of  such  board  whose  term  shall  expire  on  the  first  day  of  Jan- 
uary following.   Any  vacancy  occurring  in  the  board  shall  be  filled 
by  appointment  by  the  governor,  and  such  appointee  shall  hold 
office  until  the  next  general  election,  and  until  his  successor 
is  elected  and  qualified.   At  the  biennial  election  following  the 
occurrence  of  any  vacancy  in  the  board,  there  shall  be  elected 
one  (1)  member  to  fill  out  the  unexpired  term  for  which  such 
vacancy  exists." 

Section  2.   Section  72-101,  R.C.M.  1947,  is  repealed. 
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BILL  NO. 

INTRODUCED  BY 


A  BILL  FOR  AN  ACT  ENTITLED:   "AN  ACT  TO  INCLUDE  A  NEW  SECTION 
PROHIBITING  PUBLIC  SERVICE  COMMISSIONERS  FROM  BEING  ASSOCIATED 
WITH  RAILROADS." 


BE  IT  ENACTED  BY  THE  LEGISLATIVE  ASSEMBLY  OF  THE  STATE  OF  MONTANA: 

Section  1.   No  person  in  the  employ  of,  or  holding  any 
official  relations  to  any  railroad,  or  owning  any  stocks,  bonds, 
or  other  securities  of  any  railroad,  or  who  is  or  shall  become 
in  any  manner  pecuniarily  interested  in  any  railroad,  or  in  any 
stocks,  bonds,  or  other  securities  thereof,  shall  be  a  member  of 
said  board.   Any  member  of  said  board  who,  after  his  election  or 
appointment  to  office,  or  after  his  induction  into  office,  shall 
become  an  employee  of  or  holder  of  any  official  relation  to  any 
railroad,  or  who  shall  become  an  owner  or  holder  of  any  stocks, 
bonds,  or  other  securities  of  any  railroad,  or  have  or  acquire 
any  pecuniary  interest  in  any  stocks,  bonds,  or  other  securities 
of  any  railroad,  shall  forfeit  his  office,  and  the  governor  shall 
appoint  a  successor  thereto  as  herein  provided  in  case  of  a 
vacancy  in  said  board.   No  commissioner  shall  participate  in  any 
hearing  or  proceeding  in  which  he  has  any  pecuniary  interest. 
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APPENDIX  E 


DEPRECIATED  ORIGINAL  COST 


10.7 

12.60 

10.51 

13.1 

17.88 

11.10 

10.7 

12.74 

11.62 

11.1 

12.42 

12.33 

7.4 

11.38 

14.62 

8.2 

9.79 

12.57 

9.4 

9.84 

11.57 

11.7 

13.21 

12.46 

17.4 

19.43 

9.48 

11.2 

19.36 

7.03 

10.8 

15.56 

%  of       %  of       Net  Profit 

Return    Return  on  as  a  %  of     Average 
on   Base   Comrn.  Equity   Gross  Revenue   Elec.  Bill 

Kew  Jersey  Public  Ser- 
vice Electric  &  Gas  7.27 
Atlantic  City  Electric  7.04 
Orange-Rockland  Utilities  7.17 

Rochester  Gas  &  Electric  7.20 

Consolidated  Edison  5.29 
Central  Hudson  Gas  & 

Electric  6.95 

Niagra  Mohawk  Power  7.66 

Ottertail  Power  7.01 

Oklahoma  Gas  &  Electric  8.75 

Pacific  Power  &  Light  6.40 

Portland  General  Electric  6.12 

Rhode  Island  Narraganscct 

Electric  Company  5.93       10.9          12.05         10.61 

South  Carolina  Electric 

&  Gas  Company  7.94       14.1          13.12         10.01 

Tennessee  none                                   7.65 

Utah  Power  &  Light  6.27       12.5          19.71          9.17 

Central  Vermont  Public 

Service  6.39         7.3           10.55          10.26 

Virginia  Electric  & 

Power  6.06       13.5 

Appalachia  5.91         7.1 

Washington  Water  Power  6.24       10.4 

Puget  Sound  Power  &  Light  5.62         9.4 

Appalachian  Power  Co.  7.53       19.4          12.11          9.56 

Wisconsin  Electric  Power  6.86 

Wisconsin  Public  Service  7.90 

Wyoming  (None)  6.43 


19.25 

10.08 

12.22 

9.35 

15.55 

6.03 

15.05 

6.75 

8.3 

11.23 

9.61 

11.3 

11.09 

10.05 

8.9 

15.52 

9.67 
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DEPRECIATED  ORIGINAL  COST 


Arkansas-Missouri  Power  6.91 
Arkansas  Power  &  Light 

Southern  California 

Edison 

San  Diego  Gas  &  Electric  6.50 
Pacific  Gas  &  Electric 

Colorado  Public  Service  7.53 

Connecticut  United 

Illuminating  7.92 
Connecticut  Light  & 

Power  7.39 

Potomac  Electric  Power  6.49 

Florida  Power  &  Light  8.55 

Tampa  Electric  9.06 

Savannah  Electric  & 

Power  7.38 

Hawaii  Electric  7.24 

Idaho  Power  7. 00 

Iowa  Electric,  Light  & 

Power  8. 37 

Iowa  Power  &  Light  6.65 

Iowa  Public  Service  7.83 

Kansas  Power  &  Light  8.33 

Kansas  Gas  &  Electric  7.74 

Central  Louisiana 

Electric  8.88 

Central  Maine  Power  6.56 

Baltimore  Gas  &  Electric  7.65 

7.65 

7.40 


%  of 
Return 
on  Base 

%  of 
Return  on 
Comm.  Equi 

ty 

Net  Profit 
as  a  %  of 
Gross  Revenue 

Average 

Elec.  Bill 

6.91 
7.36 

10.7 
14.1 

5.59 
11.92 

11.19 
9.85 

6.69 
6.50 
6.87 

10.2 
12.1 
10.6 

17.69 
13.22 
15.07 

11.05 
10.69 
10.61 

Boston  Ed. 
Massachusetts  Power 
&  Light 


Nevada  Power 
Sierra  Pacific 


7.14 
7.03 


12.6 

12.0 

11.0 

9.0 

11.9 
15.6 

12.3 
10.2 
11.5 


11.3 
11.2 
11.5 

14.9 
12.8 


15.4 
11.1 
12.2 
11.6 
9.3 

12.2 

11.7 


13.82 


13 

.15 

12 

.72 

14 

.67 

14 

.24 

18 

.63 

15 

.57 

13 

.13 

22 

.43 

8, 

,90 

9, 

.22 

11. 

03 

16. 

,98 

16. 

,72 

18. 

05 

16. 

38 

15. 

74 

12. 

26 

7. 

38 

16. 

66 

15. 

51 

10.03 


9 

.80 

12 

.15 

8 

.85 

10 

.76 

11 

.85 

9 

.19 

13 

.43 

9 

.32 

11, 

.34 

12. 

.99 

12, 

,78 

9. 

,17 

7. 

75 

10. 

18 

11. 

73 

12. 

64 

11. 

61 

10. 

08 

10. 

67 

11. 

83 

FAIR  VALUE 
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Pennsylvania  Power  & 

Light 
Duquesne  Light  Co. 
Philadelphia  Electric 
Pennsylvania  Electric 


l    of        %  of        Net  Profit 
Return    Return  on       as  a  I    of      Average 
on  Ease   Comm.  Equity   Gross  Revenue   Elec.  Bill 


7.07 

10.0 

13.68 

9.73 

8.16 

13.7 

20.60 

9.25 

7.48 

9.5 

13.56 

10.75 

6.97 

10.8 

15.91 

9.98 
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FAIR  VALUE 


%  of       %  of       Net  Profit 
Return   Return  on      as  a  %  of     Average 

on  Base   Comm.  Equity   Gross  Revenue   Elec.  Bill 


Alabama  Power  Co. 


7.33 


12.1 


17.62 


9.79 


Tucson  Gas  &  Electric 
Arizona  Public  Service 


8.32 

14.4 

20.62 

11.98 

6.63 

10.1 

12.61 

11.38 

Delmarva  Power  &  Light 

Central  Illinois  Pub. 
Service 

Central  Illinois  Light 
Commonwealth  Edison 

Public  Service  of 

Indiana 
Indianapolis  Power  & 

Light 
Southern  Indiana 

Gas  &  Electric 

Kentucky  Utilities 
Louisville  Gas  & 
Electric 

Mississippi  Power  & 
Light 

Union  Electric 
Kansas  City  Power  & 

Light 
Missouri  Public  Service 


7.92 


12.0 


15.60 


11.00 


9.66 

14.4 

15.30 

12.01 

9.10 

13.7 

14.16 

10.86 

9.16 

13.6 

15.15 

10.57 

8.59 

14.4 

19.10 

12.42 

10.04 

13.9 

15.30 

9.65 

8.37 

15.4 

15.18 

10.48 

8.89 

12.9 

17.46 

9.90 

9.41 

13.8 

15.59 

8.65 

7.77 

14.9 

17.21 

10.55 

7.06 

13.4 

18.91 

11.33 

7.31 

11.3 

15.30 

10.74 

7.43 

13.0 

12.09 

14.07 

Montana  Power 


11.33 


17.5 


22.67 


11.45 


Public  Service  of  New 

Mexico 

9.03 

13.3 

17.81 

11.28 

Duke  Power 

7.53 

11.2 

13.17 

9.44 

Carolina  Power  &  Light 

7.59 

10.1 

12.12 

9.00 

Ohio  Edison  8.96 
Cleveland  Power  & 

Ilium.  9.00 

Toledo  Edison  7.60 
Columbus  &  Southern 

Ohio  Electric  7.27 
Cincinnati  Gas  &  Electric  8.85 

Dayton  Power  &  Light  8.22 


14.9 

14.5 
15.2 

12.1 
15.8 
12.5 


17.77 

16.60 
15.77 

14.23 
14.10 
12.37 


11.05 

11.05 
9.62 

11.17 
11.93 
10.34 
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AVERAGE  ELECTRIC  BILL  (500  KWH) 


1.000 


.900 


FV- 


•  DOC 


.800 


700 


.600 


.500 


.400 


.  300 


.200 


.100 


No  significant  difference  at 

any  reasonable  level  of  significance 


10 
(Dollars) 


20 
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1.000 


.900 


.800 


.700 


.600 


500 


400 


300 


200 


100 


NET    PROFIT    AS    A   PERCENT    OF    GROSS    REVENUE 


/       n   =    26 


D+MAX   =    .227 


.010 


=    49 

=    26 

(4! 
75" 


nDOC 

nFV 

y2    =    4+2(49.26) 
2 


=    3.50 


CONCLUSION:       DOC <FV    «=    .015) 
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1.000 


900 


800 


700 


.600 


.500 


.400 


.300 


200 


100 


PERCENT  OF  RETURN  ON  COMMON  EQUITY 

r 
i 


nFV  =  26 


X2    m    40+2(49.26)  =  14>25 


10 


15 


49  +  26 


CONCLUSION:   DOC<FV  (<=  .005) 


20 


1.000 
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PERCENT   OF    RETURN    ON    RATE    BASE 


.900 


.800 


700 


.600 


500 


400 


.  300 


200 


100 


DOC — >/  14— FV 


D+ 


MAX 


D+MAX    -    -455 
nDOC    =    49 

nFV   =    ^6 

y2   =    4(.455)249.26    =    14    07 
2  49    +    25 

CONCLUSION:       DOC<"FV    (•»=    .005) 
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